AMENDED IN SENATE APRIL 22, 2014
AMENDED IN SENATEAPRIL 9, 2014

SENATE BILL No. 998

Introduced by Senator Knight

February 13, 2014

to-aerospace: Secti ons 17053.35 and 23635 of the Revenue and Taxation
Code, relating to taxation, to take effect immediately, tax levy.

LEGISLATIVE COUNSEL’S DIGEST

SB 998, as amended, Knight. CaliferniaAerespacetnnevation-Hub

Aet-6f-2034--1ncome taxes: credits: new aerospace projects.

The Personal Income Tax Law and the Corporation Tax Law allow
various credits against the taxes imposed by those laws.

This bill would, for taxable years beginning on or after January 1,
2016, allow a credit against those taxes to a qualified taxpayer in an
amount equal to % of generated tax revenues in the taxable year
from a new aerospace project. This bill would require the Franchise
Tax Board, and authorize the State Board of Equalization, to prescribe
specified rules, guidelines, or procedures regarding the determination
of generated tax revenues.

This bill would take effect immediately as a tax levy.
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Vote: majority. Appropriation: no. Fiscal committee: yes.
State-mandated local program: yesno.

The people of the Sate of California do enact as follows:

SECTION 1. Section 17053.35 is added to the Revenue and
Taxation Code, to read:

17053.35. (a) For taxableyearsbeginning on or after January
1, 2016, there shall be allowed to a qualified taxpayer a credit
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against the “ net tax;” as defined in Section 17039, an amount
equal to__ percent ( %) of generated tax revenues in the
taxable year from a new aerospace project.

(b) For purposes of this section, all of the following shall apply:

(1) (A) “ Generated tax revenues’ means the amount equal to
sum of the following amounts:

(i) The difference between the “ net tax,” as defined in Section
17039, of the qualified taxpayer in the taxable year and the
estimated “ net tax” of the qualified taxpayer, if the new aerospace
project of the qualified taxpayer was not in this state, in the taxable
year. If the difference is zero or less than zero, then the amount
shall be zero.

(i) The amount of ad valorem property tax attributable to any
increasesin assessed val uation of real property dueto the purchase
or new construction of real property by the qualified taxpayer that
isprimarily used for the new aerospace project.

(B) If the amount of generated tax revenues determined in
subparagraph (A) exceeds one hundred million dollars
($100,000,000), the amount to be used for purposes of calculating
the amount of credit allowed under this section shall be one
hundred million dollars ($100,000,000).

(2) “Manufacturing” means the activity of converting or
conditioning property by changing the form, composition, quality,
or character of the property for ultimate sale at retail or usein
the manufacturing of a product to be ultimately sold at retail.
Manufacturing includes any improvements to tangible personal
property that result in a greater servicelifeor greater functionality
than that of the original property.

(3) “New aerospace project” means the manufacturing of
aircraft, aircraft engine, guided missiles, space vehicles, propulsion
units, or related parts by the qualified taxpayer, pursuant to a
contractual agreement between the qualified taxpayer and a
purchaser, that commences in this state on or after January 1,
2016, and has not commenced outside of this state prior to that
date.

(4) “New construction” has the same meaning as that termis
defined in Section 70.

(5) “Primarily” means more than 50 percent.

(6) “Qualified taxpayer” means a person who is primarily
engaged in those lines of business described in Code 3364 of the
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North American Industry Classification System (NAICS) published
by the United States Office of Management and Budget (OMB),
2012 edition.

() No credit shall be allowed under this section after the
conclusion or completion of the contractual agreement that isthe
subject of the new aerospace project.

(d) Inthe case wherethe credit allowed by this section exceeds
the “ net tax;” the excess may be carried over to reduce the “ net
tax” inthefollowing year, and succeeding nineyearsif necessary,
until the credit is exhausted.

() (1) The Franchise Tax Board shall prescribe rules,
guidelines, or procedures to be used by the qualified taxpayer to
determine its estimated “ net tax” amount described in clause (i)
of subparagraph (A) of paragraph (1) of subdivision (b), and may
prescribe other rules, guidelines, or procedures necessary or
appropriate to carry out the purposes of this section, except as
provided in paragraph (2).

(2) The Sate Board of Equalization may prescribe rules,
guidelines, or procedure necessary or appropriate for the
determination of the amount of increased ad val orem property tax
described in clause (ii) of subparagraph (A) of paragraph (1) of
subdivision (b).

SEC. 2. Section 23635 is added to the Revenue and Taxation
Code, to read:

23635. (a) For taxable years beginning on or after January
1, 2016, there shall be allowed to a qualified taxpayer a credit
against the “ tax;” as defined in Section 23036, an amount equal
to_ percent ( %) of generated tax revenuesin the taxable
year from a new aerospace project.

(b) For purposesof thissection, all of the following shall apply:

(1) (A) “ Generated tax revenues’ means the amount equal to
sum of the following amounts:

(i) The difference between the “tax;” as defined in Section
23036, of the qualified taxpayer in the taxable year and the
estimated “tax” of the qualified taxpayer, if the new aerospace
project of the qualified taxpayer was not in this state, in thetaxable
year. If the difference is zero or less than zero, then the amount
shall be zero.

(i) The amount of ad valorem property tax attributable to any
increasesin assessed valuation of real property dueto the purchase
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or new construction of real property by the qualified taxpayer that
isprimarily used for the new aerospace project.

(B) If the amount of generated tax revenues determined in
subparagraph (A) exceeds one hundred million dollars
($200,000,000), the amount to be used for purposes of calculating
the amount of credit allowed under this section shall be one
hundred million dollars ($100,000,000).

(2) “Manufacturing” means the activity of converting or
conditioning property by changing the form, composition, quality,
or character of the property for ultimate sale at retail or use in
the manufacturing of a product to be ultimately sold at retail.
Manufacturing includes any improvements to tangible personal
property that result in a greater servicelifeor greater functionality
than that of the original property.

(3) “New aerospace project” means the manufacturing of
aircraft, aircraft engine, guided missiles, space vehicles, propulsion
units, or related parts by the qualified taxpayer, pursuant to a
contractual agreement between the qualified taxpayer and a
purchaser, that commences in this state on or after January 1,
2016, and has not commenced outside of this state prior to that
date.

(4) “ New construction” has the same meaning as that termis
defined in Section 70.

(5) “Primarily” means more than 50 percent.

(6) “Qualified taxpayer” means a person who is primarily
engaged in those lines of business described in Code 3364 of the
North American Industry Classification System (NAICS) published
by the United States Office of Management and Budget (OMB),
2012 edition.

(c) No credit shall be allowed under this section after the
conclusion or completion of the contractual agreement that isthe
subject of the new aerospace project.

(d) Inthe case wherethe credit allowed by this section exceeds
the “ net tax;” the excess may be carried over to reduce the “ net
tax” inthefollowing year, and succeeding nine yearsif necessary,
until the credit is exhausted.

() (1) The Franchise Tax Board shall prescribe rules,
guidelines, or procedures to be used by the qualified taxpayer to
determine its estimated “ net tax” amount described in clause (i)
of subparagraph (A) of paragraph (1) of subdivision (b), and may
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prescribe other rules, guidelines, or procedures necessary or
appropriate to carry out the purposes of this section, except as
provided in paragraph (2).

(2) The Sate Board of Equalization may prescribe rules,
guidelines, or procedure necessary or appropriate for the
determination of the amount of increased ad val orem property tax
described in clause (ii) of subparagraph (A) of paragraph (1) of
subdivision (b).

SEC. 3. Thisact provides for a tax levy within the meaning of
Article 1V of the Constitution and shall go into immediate effect.

All matter omitted in this version of the bill
appears in the bill as amended in the
Senate, April 9, 2014. (JR11)
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